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THE WHITE HOUSE A 

WASHINGTON " 


iIFIOENTIAL 


DATE; 8-9-82 


CABINET AFFAIRS STAFFING MEMORANDUM 

f i 


NUMBER: Q77423CA 


DUE BY: 


SUBJECT: cabinet Council on Economic Affairs - August. 11 

10:00 a.m, in Room 330 of the OEOB 



ACTION 

FYI 


ACTION 

FYI 

ALL CABINET MEMBERS 

□ 

□ 

Baker 

03^ 

□ 

Vice President 


□ 

Deaver 

□ 

□ 

State 


□ 

Qark 

03^ 

□ 

Treasury 

Defense 

□ 

□ 

Darman (For WH Stc^ng) 

nr' 

□ 

Attorney General 

□ 


Harper 


□ 

Interior 


M 

Jenkins 

□ 

eT 

Agriculture 

Commerce 


□ 

□ 

Wheeler 

□ 

0' 1 

Labor 


□ 

Kudlow 

□ 

03^ 

HHS 

9/ 



□ 

□ 

HUD 

0 

□ 


n 


Transportation 


□ 


□ 

□ 

Energy 

□ 



□ 

□ 

Education 

a 

[3^ 


□ 

□ 

Counsellor 

0" 

□ 








□ 

□ 

-ClAr 

□ 

-■-.eC- 




UN 






USTR 

13^ 

□ 

CCCT/Gunn 

□ 

□ 




CCEA/Porter 


□ 

CEA 


□ 

CCF A/Boggs 

□ 

□ 

CEQ 

□ 

□ 

CCHR/Carleson 

□ 

□ 

OSTP 

□ 

□ 

□ 

□ 

CCLP/Ublmann 

□ 

□ 


□ 

□ 

CCNRE/Boggs 

□ 

□ 


REMARKS: The Cabinet Council on Economic Affairs will meet on Wednesday, 
August 11, at 10:00 a.m. in Conference Room 330 of the Old 
Executive Office Bldg. 


The agenda and 

TREA has not reviewed. 

Processed lAW CIA TREA 
arrangement letter dtd 
4/11/08. 


papers are attached. 


1 CONFIDENnH 




RETURN TO: 


ATTACHMENTS / 


Craig L. Fuller 
Assistant to the President 
for Cabinet Affairs 


C# Becky Norton Dunlop 
Director, Office of 
Cabinet Affairs 
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THE WHITE HOUSE 

WASH I N GTO N 

August 9, 1982 


MEMORANDUM FOR THE CABINET COUNCIL ON ECONOMIC AFFAIRS 
FROM; ROGER B. PORTER 

SUBJECT; Agenda and Papers for the August 11 Meeting 


The agenda and papers for ;the Wednesday, August 11 meeting 
of the Cabinet Council on Economic Affairs are attached. The 
meeting is scheduled for 10; 00 a.m. in Room 330 of the Old 
Executive Office Building. 

The first agenda item is U.S. membership in the African 
Development Bank. The Council last reviewed this issue on 
July 1 and requested a paper for subsequent consideration. 

An issue paper reflecting the questions raised at the Council's 
previous discussion of this issue is attached. 

One of the crucial questions involved in U.S. membership 
in the African Development Bank is the budget situation with 
respect to U.S. participation in Multilateral Development Banks 
in general. A short paper, "The Budget Problem in the Multi- 
lateral Development Banks," prepared by the Office of Management 
and Budget is attached. 

The second agenda item is a review of the replenishment 
funding levels of the Inter-American Development Bank and the 
Asian Development Bank. The U.S. delegations to both negotia- 
tions need instructions for meetings in early September. A 
paper, prepared by the Department of the Treasury, reporting 
on the status of the negotiations and the budget impacts is 
attached. The Treasury package also includes a paper, requested 
by the Council, on "The Financial Condition of the African 
Development Bank. " 


Attachments 

Confidential Attachment 
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THE WHITE HOUSE 

WAS H I N GTO N 


CABINET COUNCIL ON ECONOMIC AFFAIRS 

August 11, 1982 

10:00 a.m. 

Room 330 

AGENDA 


1. U.S. Membership in the African Development Bank (CM#270) 

2. Multilateral Development Bank Funding (CM#179) 
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A A (CM#270) 


CONFIDENTIAL 


U.S. Membership in the African Development Bank 


Issue 


Should the U.S. join 

T ^ ^ /-k *w* V. 

^. 4 . 

nonregional countries? 


the African Development Bank (AFDB) 

xii wiiw xO ^ O X til C4 .X J. ^ 




I. Background 

The AFDB was established in 1964 to make loans at near market 
terms for the economic and social development of its African 
members. The bank currently has 50 African member countries who 
have subscribed to over $2.9 billion in capital and have paid in 
more than $740 million. In its 15 years of operations, the bank 
has made loans totaling over $1.6 billion for projects primarily 
in agriculture and to build infrastructure. 

The African Development Fund (AFDF) is the bank's conces- 
sional loan affiliate. The AFDF was formed in 1972 in accordance 
with an agreement among the AFDB and 16 nonregional countries. 

The U.S. has been a member of the AFDF since 1976 and is 
currently pledged to provide an annual contribution of $50 
million in FY 1983, 1984, and 1985. Although the AFDB and the 
AFDF are separate financial and legal entities, a single staff 
serves both institutions. 

Nonregional Membership in the AFDB 

Opening the AFDB to nonregional membership has been a pro- 
tracted and difficult process. In order to preserve the dis- 
tinctly regional character of the bank, membership was originally 
restricted to African states. It soon became apparent that the 
limited resources of the bank's African members restricted the 
bank's lending programs and access to capital markets. There- 
fore, in May 1979, the Governors of the AFDB approved resolutions 
to allow nonregional countries to join the bank. The U.S. 
Government had participated actively in the negotiations leading 
to these resolutions and secured the largest share of the 
proposed nonregional portion of AFDB capital stock. Ratifying 
the resolutions expanding bank membership took more time than 
expected. Algeria, Libya, and Nigeria refused to ratify the 
necessary changes in the bank's charter. Not until Nigeria's 
change of position in May, 1982 was the AFDB charter changed to 
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allow non-African membership. The necessary technical prepara- 
tions to make shares of AFDB capital stock available should be 
completed by the end of this year. Nearly all of the concerned 
nonregional countries have expressed a willingness to join the 

ab SOoii uieiiijM'C j. Sh 1 p t.O uhtriti IS rvjiuicilly opeiieu* 

In 1979 the previous Administration agreed to join the AFDB, ' 
subject to Congressional approval. Early in 1981, believing that 
ratification of the charter amendments was imminent, the Reagan 
Administration obtained the legislation necessary for the U.S. to 
join the AFDB. Authorization for U.S. membership with a sub- 
scription of $360 million over five years, constituting 17 per- 
cent of the total nonregional subscriptions, was included in the 
FY 1982 Budget Reconciliation Bill. The first installment of the 
U.S. subscription to the AFDB, $18 million of paid-in capital and 
a program limitation of $54 million for callable capital, was 
included in the FY 1981 Supplemental Appropriations Bill. The 
federal budget currently contains no provisions for the remainder 
of the U.S. subscription in FY 1984 through FY 1987. 


II . AFDB in the Broader Context of the Multilateral 

Development Banks 

The U.S. remains a strong supporter of the multilateral 
development banks (MDBs) . For FY 1983, the Administration has 
requested over $1.5 billion for the hard and soft loan facilities 
of the major multilateral banks. In proposing this commitment of 
resources, the Administration has sought to achieve three broad 
policy objectives: 

1. The U.S. must maintain its role as the leader of the 
non-Communist world. The MDBs promote stability and 
economic development in countries which are important to 
the U.S. 

2. The U.S. supports the preservation and growth of a 
market-oriented global economic and financial system 
through social and economic development. MDB activities 
strengthen the ability of LDCs to participate freely in 
the Western oriented international trade and finance 
system . 

3. The U.S. has a strong humanitarian commitment. In pro- 
moting economic growth and through programs targeted to 
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the poorest people, the MDBS assist in alleviating 
poverty and improving material well-being in developing 
countries . 

In a more operational sense, the u.S. nas pursued tnree 
objectives in its day-to-day participation in the MDBs : 

1. Advancing U.S. commercial interests by developing new 
trading opportunities. 

2. Minimizing direct U.S. budget outlays through burden 
sharing arrangements and leveraging U.S. paid-in contri- 
butions. Leveraging is accomplished by generating other 
subscribers in response to U.S. subscriptions and by 
emphasizing the hard loan windows of the banks. 

3. Improving the institutional efficiency of the MDBs. The 
U.S. influences MDB managements, in proportion to the 
U.S. subscription, to minimize administrative expenses 
and to place high quality loans. 

Within this overall context, the AFDB plays an important role 
in U.S. foreign policy. Although other multilateral financial 
institutions have programs in Africa — notably the IMF and the 
World Bank — and the U.S. provides assistance through bilateral 
programs the AFDB is the only pan-African institution devoted to 
economic development financing. African countries are becoming 
increasingly important to the U.S. as raw material suppliers and 
because of the strategic location of certain African states in 
regions vital to U.S. interests. Also, the U.S. cannot afford to 
allow the growing Soviet presence, particularly as an arms 
supplier, to go unchallenged. In addition to loans for agri- 
culture and infrastructure, the AFDB has advanced U.S. interests 
in providing humanitarian assistance to the region. The economic 
and financial problems of African states are increasing, and it 
would be difficult to envision a reduced role for the AFDB or the 
U.S. in addressing them. This does not imply that U.S. assist- 
ance, public or private, must be directed solely or even 
primarily through the AFDB. 

Some question the ability of the AFDB to contribute significantly 
to U.S. goals for the MDBs. They make three principal points: 

1. The AFDB provides an insignificant portion of the 

external resources to key countries in Africa (Egypt, 


CONFIDENTIAL 


Approved For Release 2009/10/07 : CIA-RDP84T00109R0001 00050008-8 



Approved For Release 2009/10/07 : CIA-RDP84T00109R0001 00050008-8 

• • 

CONFIDENTIAL 

-4- 


Morocco, Tunisia, Kenya, Somalia, and Nigeria), In 1980 
and 1981 the AFDB committed less than 5 percent of the 
resources pledged to these countries by the U.S. and the 
MDBS. In neither 1980 nor 1981 did AFDB commitments 
exceed eleven percent in any one of these countries. 

2. The U.S. will have little actual influence over the 
lending policies of the bank. Contributing 17 percent of 
the one-third nonregional voting share, the U.S. will 
hold slightly less than 6 percent of the total voting 
shares. U.S. entry into the bank is still opposed by 
Libya and Algeria, and AFDB lending includes countries 
which the U.S. would not support. 

3. The AFDB's cost of funds is likely to be so high that it 
will be difficult to develop qualifying projects, parti- 
cularly among the poorest countries. If the AFDB is to 
improve its financial condition, its loan rate must 
increase. The AFDB intends to use the private capital 
market as a source of funds. Based on World Bank exper- 
ience, the cost of capital from this source is high — 
currently approximately 13 percent. This rate is very 
close to the average rate of return IDA has calculated 
for its development projects in sub-Saharan Africa. 


Foreign Assistance and the U.S. Congress 


Over the years, no country can approach the record of the 
American people in providing assistance to the developing world. 
However, in recent years, the Congress has found it increasingly 
difficult to sustain historic levels of foreign assistance. In 
part this turning away from foreign aid is the result of serious 
concerns about the effectiveness of U.S. foreign assistance in 
advancing U.S. foreign policy objectives, and in part it is the 
result of increasing budgetary pressures. The experience of the 
last two years in trying to curtail the growth of bloated domes- 
tic programs has intensified the concern about foreign aid 
spending . 


The FY 1983 Administration request for foreign aid projects 
outlays of a little over $8 billion. This includes approximately 
$3.8 billion for security assistance and $4.3 billion for econo- 
mic and financial assistance. There is a serious question 
whether Congress will appropriate levels close to the Adminis- 
tration requests. If not, the issue of whether or not to join 
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the AFDB must be placed in the broader context of what programs 
the Congress is willing to support and at what levels. 


U.S. membership in the AFDB will require appropriations of 
v-i-vj Etiixli»jii in eaoii kjl the four years. FI 19o*4 tlii'ouoli Ff 1537 
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and authorizations for up to $54 million in callable capital in 
each of those years. To date no MDB has found it necessary to 
call in this capital reserve. Because the date of formal mem- 
bership in the AFDB has remained uncertain, no provision was made 
in the U.S. budget for paid-in or callable capital for FY 1984 
through FY 1987. If we decide to join it may be necessary to 
find these funds within the spending ceilings already established 
for those years. 


AFDB Financial and Management Problems 

The AFDB is the least effective of the MDBs from an admin- 
istrative and operational viewpoint. As a rule the staff of the 
AFDB has been drawn from the member countries, and compensation 
at the bank has precluded access to the highly trained and exper- 
ienced manpower employed by the other MDBs. Some initial steps 
have been taken to improve the staff's quality, but much more 
needs to be done. The acceptance of nonregional members should 
have a beneficial effect on the composition of the staff. Top- 
level management at the AFDB is aware of the staff shortcomings 
and is committed to upgrading the staff. 

More serious is the financial condition of the AFDB. Until 
reform measures were introduced recently, the financial condition 
of the bank had been growing worse as a result of three factors: 

1. Member subscription arrearages resulting from depressed 
economic conditions in all member states; 

2. Loan payment arrearages — one third of 1981 loan pay- 
ments were overdue at the end of the year — reflecting 
the weakened financial positions of borrowing countries; 
and 

3. Most importantly, the failure of the bank to increase 
lending rates. 

Top-level management has recognized the seriousness of the 
bank's position and has taken initial steps to collect both sub- 


CONFIDENTIAL 


Approved For Release 2009/10/07 : CIA-RDP84T00109R0001 00050008-8 


Approved For Release 2009/10/07 : CIA-RDP84T00109R0001 00050008-8 



CONFIDENTIAL 


- 6 - 


scription and loan arrearages. The effective rate of interest on 
most loans has been raised to 10.5 percent. Although the bank is 
still committed to fund $950 million in loans at 8 to 8.5 per- 
cent, and the marginal borrowing rate for the bank is presently 
over lb percent, the average cost of funus for the present is 
10.5 percent. It is always conceivable that a call on callable 
capital could become necessary, since roughly half of the AFDB's 
borrowing countries are on the Department of the Treasury's 
Payment Interruption Watch List. However, the Treasury Depart- 
ment has carefully reviewed the question of whether or not the 
AFDB may need to call on a portion of its callable cpaital before 
the financial condition of the bank can be improved. Because the 
AFDB has made special efforts to open and retain lines of credit 
up to $1 billion, it is very unlikely that a call on callable 
capital would be necessary. The Treasury study (attached) 
supports this conclusion even if one makes the extreme assumption 
that half of the bank's loan portfolio were to default and 
nonregional countries were not to join the bank. 

Further changes will be necessary to put the bank on a sound 
financial footing. The acceptance of nonregional members is seen 
as an opportunity to effect major changes both in the financial 
structure and the management procedures of the bank. It is of 
course important to establish that the acceptance of nonregional 
members not be seen as an infusion of new capital to sustain 
unprofitable practices of the past. 

Prospects for U.S. Influence 

If the U.S. joins, it would have 17 percent of the 1/3 
nonregional voting share in addition to being the most important 
contributor to the African Development Fund, which is also 
managed by the Bank. An effective Executive Director chosen by 
the U.S. could significantly influence the workings of the Bank. 
In fact, the U.S. and other nonregional countries have already 
had an important impact on Bank policies. At the annual meeting 
in Lusaka last May, African Development Bank President Mung'omba 
promised a major improvement in financial management. The 
Bank has since approved and begun implementing a financial reform 
package. The Germans, Japanese, British and other donors 
strongly agree on the need to keep Bank management committed to 
the most recent reforms. Although the Africans will still hold 
2/3 of the voting shares, enough African countries take a 
responsible view of the Bank that this should be possible, 
particularly since the Bank is seeking a bond rating to borrow in 
the capital markets. 

CONFIDENTIAL 
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III. Alternatives for CCEA Consideration 


There are two alternatives for CCEA consideration: 

1. Join tne AFDB when membership to nonregional countries is 
offered formally later this year, or 

2. Delay joining the AFDB when membership to nonregional 
countries is offered formally later this year, pending 
further improvement in the bank's financial condition. 

Option 1 : Join the AFDB when membership to nonregional countries 
is offered formally later this year. 


Advantages 


o The U.S. has already made a virtual commitment to 
join the African Development Bank. 

o The AFDB is the only pan-African institution devoted 
to economic development financing. 

o The African countries served by the AFDB are impor- 
tant to U.S. foreign policy interests. 

o AFDB management has expressed a strong commitment to 
improving the financial position of the bank. 

o The U.S. and other prospective nonregional members 
can better influence the future of the bank from the 
inside as members than from the outside. 


Disadvantages 


o The AFDB ' s financial position needs further improve- 
ment. Joining now will be seen as a commitment to 
salvage the bank in case of more serious financial 
trouble . 

o Membership adds $18 million in outlays and $54 
million in additional commitment in each year from 
FY 1984 through FY 1987 to the budget. 

o U.S. leverage over the lending and management 

policies of the bank with roughly 6 percent of the 
vote is uncertain. 
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Option 2 ; Delay joining the AFDB when membership to nonregional 
countries is offered formally later this year^ pending 
Turther improvement in the bank's financial condition . 

ACi V 3 ri c OM ^ o 


o This position might increase U.S. leverage in effec- 
ting meaningful change in the bank's operations 
before the U.S. becomes a member. 

o Congress is more likely to be receptive to a very 
hard-nosed approach on the part of the Administra- 
tion in negotiating U.S. terms and conditions of 
membership . 


Disadvantages 

o Failure of the U.S. to be among the first nonre- 
gional members would be a sharp departure from the 
U.S. role and intentions to date and send a negative 
signal to African member states. 

o The U.S. could lose its leadership role in improving 
the operation of the bank. 
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The Budget Problem in the Multilateral Development Banks 

-- Treasury has proposed funding 5 programs in 1984 and beyond, 
at a cost of $192 million per year. The budget planning 
figure provides only $100 million for new programs. 

Program Annual Amount 


Inter-American Bank Ordinary Capital 60 

(Callable Capital) (1139) 

IDB Fund for Special Operations 80 

Asian Bank Ordinary Capital 14 

(Callable Capital) (260) 

Private Sector Investment Corporation 20 

African Bank Ordinary Capital 18 

(Callable Capital) (54) 

Provided in budget for new programs -100 

NET BUDGET ADD-ON 92 

(Callable Capital) (1453) 


— In addition, it is likely that in 1983 the amounts available 
for the banks will be close to 1982 levels as determined by 
the continuing resolution formula. Even if a regular 
appropriation bill is ultimately enacted, amounts are not 
likely to exceed this level.: As a result, $323 million 
would be cut from the 1983 request and, under international 
replenishment agreements, should be sought in 1984. 

— The net effect of these changes would be to raise the 1984 
request $745 million above the 1983 continuing resolution 
level . 


Budget Authority ($ millions) 1 984 

Planning Level 1543 

C.R. Carry-Over 323 

Net Program Add-ons 92 

TOTAL 1959 

1983 C.R. Level 1214 

Excess; 1984 over 1983 745 


— Replenishment discussions in the International Finance 

Corporation could lead to an additional request as early as 
1984, and a multilateral investment insurance scheme is 
also under discussion. 
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($ 

in millions) 









1984 




1982 

1983 

Carry- 

Additional 




Est. 

Req. 

C.R. 

Plan Over 

Proposals 

Total 


World Bank Group 

World Bank 
(Callable Capital) 
Int*l Development 
Association 

Int’l Finance Corp. 

147 

(1688) 

700 

14 

126 

(1530) 

945 

126 

(1530) 

700 

no 

( 1353) ( — ) 

1095 245 

(--) 

no 

(1353) 

1340 


Inter-American 
Development Bank 
Ordinary Capital 
(Callable Capital) 
Fund/Special Ops, 
Priv. Sec. Inv. Corp. 

48 

(610) 

173 

62 

(828) 

222 

48 

(610) 

173 

14 

( *) (219) 

41 2/ 49 

60 

(1139) 

80 

20 

74 

(1357) 

170 

20 

• 

Asian Dev. Bank 
Ordinary Capital 
(Callable Capital) 
Asian Dev. Fund 

5 

(43) 

116 

.2 

( 2) 
132 

.2 

( 2) 

116 

( *) ( — ) 
147 16 

14 

(260) 

14 

(260) 

163 


African Dev. Bank 
Ordinary Capital 
(Callable Capital) 
African Dev. Fund 

(“) 

58 

{ — ) 
50 

( — ) 

50 

{ — ) ( — ) 

50 

18 

(54) 

18 

(54) 

50 

• 

New Programs 

— 

— 

— 

100 

-100 

— 

TOTAL PAID-IN (=BA) 
(Callable) 

1262 

(2340) 

1537 

(2361) 

1214 

(2142) 

1543 323 

(1353)* (219) 

92 

(1453) 

1959 

(3025) 


* Amounts of callable capital contributions to 
were not specified in the planning levels. 

the Asian and Inter-American Banks 


2/ The 1984 FSO amount shown is the, carry-over from past unfunded pledges. No annual 
FSO level was specified in the planning ceilings, but annual payments are assumed 
from the $100 million provided for new programs. 
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DEPARTMENT OF THE TREASURY 

WASHINGTON. D.C. 20220 


AUG 61982 


MEMORANDUM FOR: THE CABINET COUNCIL ON ECONOMIC AFFAIRS 
FROM: Marc E. LclMd / 

Inte^ational 

SUBJECT; Multilateral Development/ Bank (MDB) Issues 


It was agreed in 1981 that in preparing the FY 1984 and 
outyear budget figures for the Multilateral Development Banks 
no allocation would be made for paid-in capital for the Asian 
Development Bank General Capital Increase or the Inter— American 
Development Bank replenishment, and that no allocation would 
be made for U.S. subscriptions to the African Development Bank. 

The decision to exclude budget figures for paid-in capital was 
based on the belief that such exclusion would strengthen the 
position of the U.S. representative in negotiating zero paid-in 
capital. The African Development Bank decision was based on 
the fact that the charter amendments necessary to open the African 
Development Bank to non-regional members had been delayed by the 
refusal of Algeria, Nigeria, and Libya to ratify the amendments. 

Negotiations of the ADB and IDB replenishments are now 
at a point where presentation of a formal U.S. position is 
critical to the timely completion of the negotiations. In 
particular, the IDB has scheduled a meeting for September 9-10 
in Toronto where it hopes to make substantial progress towards 
reaching agreement on a replenishment. At this time it is clear 
that it will not be possible to reach agreement with other mem- 
ber countries of the ADB or the IDB on zero paid-in capital. 

These countries believe that paid-in capital is essential for 
the future of the institutions, not only as evidence of continued 
strong donor country support, but also as financial backing for 
the issuance of bonds in the international capital markets. In 
addition, consultations with Congress have shown that there is 
strong Congressional opposition to zero paid-in capital in these 
institutions. 

i 

Ratification of the African Development Bank (AFDB) charter 
amendments allowing non-regional membership was completed 
following Nigeria's approval of the amendment in May, 1982, and 
the Bank has asked for an indication of when the United States 
will be prepared to join. At its July 1 meeting the Council 
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opment Bank, and '^regies tel that an^'asse^^^ African Devel- 

likelihood Of a call orAFDB of the 

(Tab B) concluded that a call ran k That analysis 

pessimistic assumptions, a meetina^of^nn^^^^ • under extremely 

members will take place in rS^ntS on eK^®"J“^"°"-''«9tonal ^ 

the United States should be prepared ^ - 

regarding u.s. membership. announce its intentions 

for thl ofl. “IpJ^e^tativ^in the Aur^nd^nn Council 

seek agreement in the ADB and rnn and IDB negotiations to 

in the table below. We°llso^aJe^«ffw ®® summarized 
membership in the African 

u.s. politionraid L S S the proposed 

Bank will be sent to thA®Bud|^®R|Jiew"oard.**‘'*“" Development 


Replenishment U.S. 

Size Share 

($ billions) (%) 


Replen- 

ishment 

Period 


Maximum Annual U.S. 
U?^^, S^^criPtion /Contribution 
U.S. Share Paid-in ^liabl e" 

1$ millions) 1$ millions) ($ millions^ 


DB 

SO 

Ip 

PEB 

5tal 


13.9 

0.8 

8.4 

2,ll/ 


34.5 

F5f 84-87 

4795.5 

59.9 

1138.9 

40.0 

F5f 84-87 

320.0 

80.0 

- 

16.3 

F3f 84-88 

1369.2 

13.7 

260.1 

17.0 

FZ 84-87 

359.72/ 

18.0 

54.0 



6844.4 

171.6 

1453.0 


Nan-regional portion of coital increase. 

and $54 raillion^^lable)^as^inclS2^n^th^”w^T‘Q paid-in 

Appropriations BUI. in the FY 1981 Suplemental 

mB ^cpriations is attached 

Atjtachments 
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Multilateral Development Bank Issues 


Introduction 


MDBS, 

«ae=ament recamended r?llio?ion in 

aslLel^L S «• ao£t-loan windows? bS? 

positiL ? ?n ■■ leadership 

capital increases which did not require paid-in ??Dital in ?M = 

llsi^in'internSt?*"^ States has been participating since January, 
1982 in international negotiations of resource replenishments ^ 

Inter-American Development Bank and the A^an Development 


I. 


Inter-Ameri can D evelopment Bank - Status of Negotiations 


Negotiations to replenish IDB resources of both its caoitai 
window and Its concessional window for the period 1983 to 1986 
have been inconclusive, although a number of replenishment 

suggested. During the IDB annual meeting 
several of the larger IDB borrowers (the GroSp a ^ 

® of Argentina, Brazil, and Mexico) proposed a $22.6 
billion capital increase, which would permit the overall lendina 
program to grow at an 18 percent nominal rate. Thrcroup I pJS- 
posal assumes that 7.5 percent of subscriptions will be paid-in. 

permit^? Canadians have proposed a replenishment that would 
permit a 15 percent nominal growth in the overall lendina oro 

£>'eVboSpTc?S?;ries 

v,appea ac a total of $1.0 billion per year. All non-reaionai 

Canadra^^JT? support for the Canadian propoLl. 

^ non-regional countries strongly support a 

paid-in capital share of no less than 5 percent. 

but States has not yet presented a formal proposal, 

but the U.S. representative to the replenishment negotiations 

capital^incrfasS^of*^®^^^^^" ® scenario which would include a 
L i5 ^ approximately $10.6 billion, or an amount 

which would support a nominal growth in the lending program of 
about 12 percent to all but the Group A countries? theSrcounLi^., 
jWould remain capped at $750 million per year), and a paid-in 
jcapital share of around 2 percent. l , , ana a paia in 

. believe agreement could be reached on a replenishment 

Percent growth in lending to all but the 
latest (Group A) borrowers, with 5 percent paid-in capital 

S«l"L countries would be capped at the same nominal 

re? vea? replenishment, l.e., $750 million 

R 1 •a Q implies a total capital increase of approximatelv 

pl3.9 billion, $695 million of which would be paid-in. ^ 
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StatefhirsS|9estea“a‘^r!pleniltoeit°or«nr° ‘''?°’' 

to the current FSO replenishment of SI 7^^Mi compared 

to compensate for the low level of attempt 

Group A proposal and the the U.S. proposal, both the 

ment of an Intermediate Financina suggest the establish- 

subsidize interest ^ Facility (iff) which would 

program! SpecIllLuv GronnTn^^’^'^"®" ^^Pi^al lending 

of $184 million combined ^Jith a $632^mill?o^ replenishment 

proposal is comprised S sIIa "Million IFF. The Canadian 

for an IFF. Swiie?" luppor^ ?or ariF?"ani%^®°/''^ 

light of U.S. opposition. appears to be waning in 

Budget Impact 

support^^given^e^dinrprSgrar^m^dJpen^ the IDB to 

scription of $51.5 milliorirpaid-in^apiCr $636^^ - n*®* 
callable capital, and $175 million in contributions ?o ii^FsS. 

capital assumptions^fr^^the^Group°A prowsal callable 

U.S. subscription of $68 million in pLd^n capitS^fnd^Sl^^S^^^ 

require sJo^'minion tn^tnnukl also wiuld 

mediate Financing Facility, and‘$68 milliof fo^^th^FS^! 

of ex?sring°;DrrLSi^cer"a''Lo!tT-'°”" leveraging 

giy !;-jd cf 

lending to non—Group A countries Thf» annua 1 tt e ^ • 

under this proposal would total Woximateli $1 20 ^™!??'^^^°'' 

$60 million in paid-in capital '^9° million, 

capital in four^ual^rs^ir^e^nfs 

We believe agreement could be reached on an pen • u 

$80^mili?o°° implying annual U.S. contributions^of 

$80 million over the four year period (py 84-*87) cjimh 

replenishment would continue to allow significant amoM^ 4 . .r 

concessional lendin9 to the poorlij cou«?les! sicrarHfl^f .„a 

many of the other Caribbean Basin countries! ihileo^ov^dinn 

Phale fntrSta?*" f° ‘“aitiona/FlS'brrr'oSe^rL'^thly 

P se into total reliance on borrowing from the hard window.^ 
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A slan Development Bank (ABB) - statns of 


N©50t ist ions f O IT SL t.* 

underway in the Board of Directors^sinio^? 

ment has proposed an increase of sin i980. ADB manage- 

percent annual growth in lend i?a billion to support 20 

year replenishment period (1983-1987) ™wl?h 
of paid-in capital, and the remaln^Z.' Percent share 

proposal would provide for a 125 capital. This 

resources of the Ban)c At th#» increase in the capital 

1982), the Unitla S^aUs LgSls?^ 20, 

consider a scenario comprised of^ member countries 

?7.4 billion, which SoSw JSppIrt ' 

growth in the lending proqram and ? Percent annual nominal 

or two percent. Program, and a paid-in capital share of one 

U.s. sSgges1ron?"tlth°thrLS*|r?tr *“PP°rt for the 

Only the United Kingdom and Canada havp°M^^"3 management's proposal, 
lending program of leS thL 5 n growth in the 

increase of less than $10^4 billiln ® ®®Pital 

supported the suggestion of ai^^°r"ienrsh°lr\“ol°l“e":i-| ^lld^is , 

capita! i!cre%le‘!;h\‘ch"!n%1':d«Tpfid!in"%%"’’?? ?" k" “““p" 

program of 15 percent the lending 

avoid the risJc of others reachina f level would 

(and larger) proposal l^avinn a consensus on a different 

taining our share of an unacciptiblj Jarge^cipital 
allowing our share, and our influence in\\e“?isMtJt"!ln?no 

Budget Impact 

Assuming no change in the U.S. share ns ■»ft\ 
proposal implies a U.S. subscripiion of SiU :?i i • ™®"®g®"»®nt’ s 
over a five year period (FY 84-88) s?2 Z???- annually 

paid-in and $305 million of which would k? would be 

comparison, the current rer.i<»r >< ok ,® callable capital. By 

vide S20.3 mu!ioS"nniany ‘''® “'S- tb pro- 

in callable capital# capital^ and $183*2 million 

negotja\!o\s»^“m®pllL\taUoi\!"=e^%^\"^ 

bf convertible callable capital ^means^that^an 
ban support a 15 percent aLual groS?h in thZ 

"pe"r°:e‘nrpa‘!d“fn, ^‘?'‘S®n,^nruS?ng 

13.7 miliion for’paid-in“!|i!a"!! rna^SS??^m?i?ior»!iS!e°' 
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coital over the five year period (PY 84-88). This would be a 

-“Ascription £r<» the current 

The African Development Bank (AFDB) 

n c meeting, the Council considered the question of 

U.S. membership in the African Development Bank and requested that 

lUellhood Of a call on clllaWe 

analysis (Attachment B) concluded that a call can be 
avoided even under extremely pessimistic assumptions. 

The budgetary costs of U.S. membership in the African Devpl - 
o^ent Bank would ba relatively modest. Joining the ApSrwSld 
S?1 requests of 518 million for paid-in capital and 

tiL^ in program limitations for callable capital subscrip- 

tions in fiscal years 1984-87. 

S^fin "‘®"'‘^®>^ship and a U.S. subscription of 

Bif? Budget Reconciliation 

r«iQ first installment of the U.S. subscription 

million callable) was included in 
the FY 1981 Supplemental Appropriations Bill (PL 97-12). It was 

A° non-regional membership was 
^ the Budget Review Board decided not to request funds 
for the Bank for FY 1983 and beyond. 


previous paper on AFDB membership indicated (Attach- 
ment C) the financial situation of the AFDB, although serious, 

IS not irreparable. Non-regional membership can only result 

positive action on both financial and administrative 
fronts. As members of the AFDB, we could effect necessary policy 
and administrative changes that we could not do as members of 
the African Development Fund only. We believe that the United 
States should become a member of the African Development Bank 


IV. Overall Budget Requirements 


The overall budget requirements of replenishment 
along the lines outlined above would be as follows: 


agreements 


Budget Authority 
($ millions) 



FY 84 

FY 85 

FY 86 

FY 87 

FY 88 

Total 

IDB 

FSO 

ADB 

AFDB 

59.94 

80.00 

13.69 

17.99 

59.94 

80.00 

13.69 

17.99 

59.94 

80.00 

13.69 

17.99 

59.94 

80.00 

13.69 

17.99 

13.69 

239.76 

320.00 

68.45 

71.96 

Total 

171.62 

171.62 

171.62 

171.62 

13.69 

700.17 
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T he Financial Co ndi tion of the African Eeveloni»pni. 
Introduction 

meGtinq it was aar^p<^ i-ha4- ♦•ka 4 ^ At that 

nust be reexamined in detail *^ThiB Development Bank (APDB) 

of a call durinn the 1982?8«n»^?;? examines the possibility 

Oill be necels«y if “I '^'’at 

in the capital mirkets. °"'® * respected institution 

£evere%hrn° thos» stailar to, and in many ways more 

aefrtl.‘5radefur4 ^ 

Jtoira?*toSfy's“inlLtsrra?'"‘''”®3‘® D® funded^profl- 

assets and liabilities. To thesp^a^v^ mismatch of the maturities of 
comparative lack of staff capability. factors must be added a 

a‘^«nl.'”BeverthlJss“l^S^rel£H^‘^®**^F*"°”'**""”*^°“=^^ 

Tt ie loan portfolio 

1®81 ^of loan commitments at year-end 

mh®llon*ls''uSdl^L“ls:d!'i?e" l^ans 

S:S^sJ^ce%ea"^eSd"^i98r%"2lverT'”® 11“ P l^r^^rcenJi'lH^; 


^ Sfl^lfwiSe^rf f SD“S‘e\%°fs*|nr' For 

thr^OT2“ate! *^ 9 “P®® i" O-S- dollars converted at 
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S14 ^ ^ interest arrearages in 1981 were Si 3 «; 

514.8 million respectively, double the lev^i ^ 512.5 million and 

Approximately 25 percent of loans wer^ ifl^ ^ Previous year, 

and interest to some decree ^ ^ payment of principal 

ages could reflect technical dif f these arrear- 
unwillingness to pay, Manacement ha«! than an inability or 

disbursements on existing iLnS are member countries that 

will be made to countries in arrears. ^ halted, and no new loans 

The 12 la rgest*bo?rowera2 /account fcr 5 ?"’''® ■"ether countries, 
loans. Fifteen countrieai/ that have °“hstanding 

or are regarded as being possible 5 ®'^ reschedulinis 

oext few years account lo? 4 ? wrcenJ ol th^ fcr rescheduling in thl 
The bulk of the arrearages are on loan, t/® Bank s outstanding loans. 
22 percent of the outstLding loans? countries!/ holding 

pared®wi“r|a?l-l‘J;®ca|rta!''aid°lefe?ver?«Jr5nlf“f “ilHon) com- 
i:rom a capital adecuacv 'r??^ million), the Bank, 

write-o TTb ol its preslnr ioln percentage 

capital position. ^ rtfolio without endangering its 

€ xperiencl of^the^MDBs! ^ResSedulincs^^wh • would be outside the 
► DBS' experiences, are certainlv outside the 

to ^cur it could'af^ec? the IbL ?s “ ‘hi® «« 

Standing to those countries in th** oZZI loans out- 

the loan would retain some residual val up °^_J®®cheduling, however, 
whether the Bank could survive a maior^ifo.,,- question remains 
from some large scale defaul!-e uit-K^ *. squeeze resulting 

able capital. defaults without resorting to a call on call- 

to fund existing indebtednes.«g 

years ’’l982-86,^tLt IssLes^ioi-rLioIJai”L?t 

January 1, 1983. The Bank oianc . Participation effective 

million, borrow an additional cross Sl 43 fi^ $4 billion, disburse $990 
net, and Increase liquid Issetl^rBMrmilUon!" ” 


^ Se™'TS?o"?°i„n!^?a‘: ^ai;!.' 

^ Sl3igf«“?‘5:aaw!fsineg“rsi'eir?’^Lone“s f 

Togo, Uganda, Zambia, Zaire. Leone, Sudan, Tanzania, 

!/ Cameroon, Ghana, Sierra Leone, Sudan, Tanzania, Togo, and Uganda. 
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to boJro^^in^the^capital^markSt®^®®®'^ Program will be its 
$89 outstanding borrowings of 31, 1981, 

$89 million was held bv offiViai 5357 million, of which soma 

banks or publlUivIsJ^rriJ"? million was hell 
million In unused llneM£-l|J?^°®'^!l'?"5'’ also 

increased to over $1 bill inn m a. ^ o*^®*^rt, which has since be»n 

^or the forthcoming period^are th*** Bank's estimated borrowinq 
under these lines of credit. therefore already accounted for 

Ilf, ftTHf' ’'“<=•> ‘h* 

defaulting countries, while maintain? ^^-Sbursement on loans to the 

roS^triS® subscriptions based o^^hr^^Iw^GCi^f 

countries, m this case. Treasury ls2!ma?L ^on-defaulting 

over tS 1982-86*pLimf®$524®miM"°''^"^ ”®®^® 
million, respectivelv Thefa i."*^^^^on and $378 
liquidity would increise^r$ 304 ^mn ?i 
with the Bank's policy that i line 

current year's disburLmenL^^ard^iJ^ 

-bi‘i -if £i%,T.“iriioi!>^ 

■■ this 

by $908 million and nil increase, 

«>ese figures alio l?|^udr?ll mlllon. 

in liquidity, net borrowing buildup 

million required to fund i-h® the $304 

only be $458 mlllionf (OblioJIll '"’“i'i 

•regionals do not ioin «-Ka » ”on- 

changes in the lendina^i^J!^”^ other substantial 
would probably be necIsL??)!®' reflected here, 

-ef-ea program In 

well within the lines-of-credi t wi 4 -k Psriod appear to be 

lished by the AFDB, with or^UhoiJ already estab- 

given a willingness by thl ^ Participation, 

Of difficulties. AccOrdinglyftl^e re^Zn??’^ operations in the face 
on arrearages and lendin^litOs if instituted policies 

to make the likelihood of a call properly, appear 

extremely unlikely. Non-req?Siii^“fJ:e? the 1982-86 periOd ^ 
su 2 h implementation. ^ Participation should assure 
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^-ho J; intended to imply that the AFDB is likely to attain 

other MDBS during the period under ques- 
tion. Much remains to be done in terms of financial policies to 
stature and creditworthiness, and given the countries 
to Which it lends, it can never reasonably be expected to be treated 
on a par with the World Bank. In particular, the Bank is likely to 

on further infusions of paid-in capital well beyond 

fhf phased-out or down to minimum levels in 

me omer HDB's. 


Further actions required 


Rpritj to assure the long-term financial integrity of the 

hFDB, and bring its creditworthiness as close as possible to 
the other MDBs a number of initiatives are required, including: 


— An increase in the lending rate and other 
financial changes to assure full coverage of 
current borrowing costs and improve thP nA«- 
income position. Bank staff, as evidenced 
by the recent five-year operational program 
document appear to agree with this position. 
However, when the lending rate was increased 
recently, it was to a level below average 
total borrowing costs (including low interest 
loans from governments that are unlikely to be 
renewed at their present rates); the Bank there- 
fore continues to rely on new subscriptions of 
paid-in capital to subsidize the lending rate. 


Reduction in the difference between the average 
maturities of the Bank's borrowings and Its — 
loans to reduce refunding risks . This would 
involve a combination of a cut in the maturity 
of Bank loans, which realistically will be diffi- 
cult given its effect on the debt service payments 
of the already hard-pressed countries, together 
with the Bank borrowing long term at fixed rates 
in the world's capital markets. The latter 
which is more realistic, undoubtedly requires a 
bond-rating. The employment of a first class 
U.S. investment banking house as an adviser 
is r^uired to accomplish this goal. We have 
received indications that the Bank is considering 
hiri^ First Boston Corporation as a consultant; 
we will attempt to influence the terms of reference 
of any studies undertaken. 


Concentration on projects with high economic 
and financial rates of returnT The AFDB will 
be lending to countries with relatively low 
creditworthiness — eighteen of the present 
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AFDB borrowers borrow from the 
Bank solely on IDA terms and only six 

tnii J the AFDB -s bor- 

rowing costs and hence its lending rate should 
logically be higher than the IBRD's. Since 
projects with high rates of return are nSt 
conspicuously abundant in Africa, this argues 

bulk'^Of^i"*®^®®^ lending by the AFDB, with^the 
bulk of lending to Africa being on concessional 
terms through IDA and the AFDF. 

■ AFDB should move t o pass the exchange risk 

to its members, 

rOilk °"® taking such 

« on its own account. Action has been prom- 

1 ed on this item before, but so far Management 
has not changed its policy. ^ 

Finally, none of the above are likely without a 
substantial upg r ading of the quality of the staff 

Si.:^ members should^^’ 

raise the level of staff expertise. This will 

oackaap^th^ require a more generous compensation 
package than presently provided, which itself 

Rflii administrative expenses and neces- 

unless other economies can be 
Rh^niH K* other MDBS and member governments 

should be encouraged to provide neceslary tech- 

to the AFDB including staff on secondment 


: Walsh, 0MB 
Pearson, AID 
McMullen, State 

tachment 
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Table 

1 




AFDB 

Cash Flows 

(1982- 

-1986) 



(millions 

of dollars 

: 1 BUA = $1.11) 




1982 

1983 

1984 

1985 

1986 

CASH OUTFLOW 






Disbursements 

69 

101 

129 

163 

208 

Repayment of Debt 

44 

14 

16 

16 

56 

ADF Encashment 
of Notes 

1 

5 

3 

- 

- 

Total 

114 

120 

148 

179 

264 

CASH INFLOW 






Subscriptions: 






Regionals 

12 

21 

21 

19 

9 

Non-regionals 

- 

96 

96 

96 

96 

Repayment on Loans 

18 

21 

35 

47 

60 

Total 

30 

138 

152 

162 

165 

Gap to be funded: 






Cash flow 

(84) 

(18) 

(4) 

(17) 

(99) 

Means of funding: 






Liquid Assets b/f 

222 

202 

258 

326 

416 

Liquidity Available 

138 

184 

256 

309 

317 

Additional borrowings 

64 

74 

70 

107 

209 

Liquid Assets c/f 

202 

258 

326 

416 

526 

Average Liquid Assets 

212 

230 

292 

371 

471 
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Attachment B 


DEPARTMENT OF THE TREASURY 

WASHINGTON. D.C. 20220 
June 29, 1982 


MEMORANDUM POR TIHU CABINET COUNCIL ON ECONOMIC AFFAIRS 


FROM: 


marc/e//lfla0^ 
INTERNATIONAL An 


SUBJECT: U.S. Membership in the African Development Bank 

pi .. 

.["he AFDB an d U.S, Involvement 

African Development Bank was established in 1964 to maVa 

iH: 

tetween the AFDB and 16 non-«glonal Jhe A??i;23®S®"? 

p edged to provide an annual contribution of $50 million. ^ 

sabscS^f countries who have 
to^^hS^fiianiinl^'of^r® on"y‘'pan-Afri2fn*'insU?utiSn deJSted 

^ ...... .M llMnei.^ 
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Biembers, the lncrease\n*'caD?t»?** changed to allow non-African 
are shares of AroUtock lof lSi ‘>® t'-issered so that there 

anticipated that this wilLlnr subscribe. It is 

that non-regional members can quarter of this year so 

or early 1983 All formally join the Bank by late 1982 

ready o? ex^it to b^leldJ countries either err 

all the non-reglonals have^exorieir^^^* December. Nearly 

as soon as the Bank is fonnall"|peS to ihto?®"*” 

AFDB*s Insti tutional Problems 

DivelSnt"B?nk^Groi”is''leI^effl““rMd’'iff^f"‘' 

other multilateral development 

the relatively low salaries paid surprising given 

that the staff is d?awn enuJelS IrL f*ct 

the Bank simply does not have member countries — 

ejtperienced manpower the other MDBs do*^ a?nn^S trained, 

Di:e^t.krn^"-&‘rtS"j 

will foster administrative impSiMeMst 

AFDB*s Financial Problems 

Treas«; ll«"rtegarto‘io*nl"t« toe* s®?Sauln‘'torv"“*" 

Bank action to Increase lenJi^g wlef toto i?fs **’* 
increasing loan and subscription arrfir.o^ .llJ -?^ compounded by 
th<& Bank»s investment account and poor performance in 

in.,'toter«t l"”oi*n"ci;mrtJ;:nto*c^J“ 

is possible*to*lmagine*that*an*'f^t^*i*”^*ff'’^ trends continued, it 

5n u°T? f^*n%*n%^*a'r-f utSr%‘“f\*c1irth"?"ll^^^ 

f^cPe*d"*L*re"f*;e*c?Ml E„?*- 

Cba4e%*^-il S^iUe^*V;Si°?Se*nnS Tn^ liSSI irnSicfr bting. 
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.Budgetary Implications nf u.s. Meinb^r.h,^ 

countries was*^delayed°^it^was*^decM non-regional 

not be requested for py 1983 and that funds for the Bank would 

isubscriptions in the out-vears”^ would be made for 

rescission of tKe‘S:oSSJs^:?n;dy’'ip^*rSplJi?e”' 

require thst™n*^iDDrOTriat?Sn'’IL”‘®' In the AFDB would 

I ubscriptions be provided for in ^ that AFDB 

J985 through py ill? ® planning levels for py 

inq B90 »i?Uon/l!8-«i?iTSr|eX«““ve%" «e , ‘f 

siryfi *’f3'‘es‘s “onw be $18 iillion for pald-i”ci2ltil aid sfs‘ 
nillion in program limitations fnr- »a«Ti-ut *« capital and 554 

in fiscal years 1984-87. ^ callable capital subscriptions 


.id .5™inirt?«Iv:*cJS^Js™hft «-c;n'not^lo*f**=‘ 

tl e AFDF. MembershS "rihrlanJ f » ?f • nenber of only 

tl e institution, could be seen Ss'a^Mtirai "indoW of 

eipatlon in the "soft loan window- the ii ^ parti- 
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attachment c 


Multilateral Development Bank /^propriations 
$ millions 


IBI 

Pa] 

CaJ 


to 

d-in 

lable 

Total 


IDS 

IFC 

IDB 

Hia 

Call, 


-in 

able 

iTotal 


FSO, 

/PSI 

ADB 


pai( 

3-in 

Cai; 

Lable 

r 

Potal 

ADF 


AFDI 

I 

Paid 

F-in 

CalJ 

.able 


Tbtal 


AFDF 


Total MIBs 

Budget Authority 
Callable Capital 




FY1984 Reo 

u e s t 

FJf 1982 
Actual 

FY 1983 
Request 

Planning 

Level 

Additional 

Proposed 

Replenishments 

< > 

Revised 

Total 

146.9 
<1,687. 7> 
1,834.6 

126.0 

<1,530.2> 

1,656.3 

109.7 

<1,353.2> 

109.7 

<1,353.2> 

1,462.9 

~ 

1,462.9 

700.0 

945.0 

1,095.0 

— 

1,095.0 

14.4 

— 

— 

— 

— 

48.1 
<609. 6> 
657.6 

62.4 
<828. 1> 

< >* 

59.9 

<1,138.9> 

59.9 

<1,138.9> 

1,198.9 

890.6 

— — 

1,198.9 

173.1 

221.7 

141.1** 

— 

141.1** 

4.7 

<42.6> 

47.3 

.3 

<2.2> 

< >* 

13.7 
<260. 1> 

13.7 
<260. 1> 

2.5 

— — 

273.8 

273.8 

116.1 

131.6 

147.1 

— 

147.1 

— 

- 

< > 

18.0 
<54. 0> 

18.0 

<54.0> 

72.0 




72.0 

58.3 

50.0 

50.0 

— 

50.0 

3,601.7 

3,897.7 

2,896.1 

1,544.6 

4,440.7 

1,261.7 
<2,339.9> ' 

1,537.0 

<2,360.7> 

1,542.9 

<1,353.2>* 

91.6 

<1,453.0> 

1,634.5 

<2,806.2> 


Oolu^ may not add due to rounding. 


* Exd 

** 


Jludes hypothetical amounts of callable capital used for planniig purposes. 


Al^ 


undete^ned porticai (estimated to be $20 millicsi to, perh^, $50 million) will 
krd a private sector initiative in the IDB. ux±j.ian, wui 
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